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Notes to the Financial Statements

June 30, 2007

1.

SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

A.

Basis of Presentation

The accompanying financial statements have been
prepared in conformance with accounting principles
generally accepted in the United States of America
as prescribed by the Governmental Accounting
Standards Board (GASB) and the Financial
Accounting Standards Board (FASB).

Reporting Entity

For financial reporting purposes, the
Commonwealth of Virginia's (the
"Commonwealth’s") reporting entity consists of (1)
the primary government, (2) component unit
organizations for which the primary government is
financially accountable (blended component units),
and (3) other component unit organizations for
which the nature and significance of their
relationship with the primary government is such
that exclusion would cause the reporting entity’s
financial statements to be misleading or incomplete,
and they are financially accountable to the primary
government (discrete component units). The funds
of all agencies, boards, commissions, foundations,
and authorities that have been identified as part of
the primary government or a component unit have
been included. GASB Statement No. 39,
Determining Whether Certain Organizations Are
Component Units (GASB Statement No. 39)
requires the inclusion of numerous organizations
that raise and hold funds for the direct benefit of the
primary government.

Section 2100 of the GASB Codification of
Governmental Accounting and Financial Reporting
Standards (GASB Caodification) describes the
criteria. for determining which organizations,
functions, and activities should be considered part
of the Commonwealth for financial reporting
purposes. The basic criteria include appointing a
voting majority of an organization’s governing body,
and the Commonwealth’s ability to impose its will
on that organization or the potential for the
organization to provide specific financial benefits to,
or impose specific financial burdens on, the
Commonwealth.

(1) Primary Government — A primary government
consists of all the organizations that make up its
legal entity. All funds, organizations, institutions,
agencies, and departments are, for financial
reporting purposes, part of the primary government.

(2) Blended Component Units — Though legally
separate entities, these component units are,
in substance, part of the primary government'’s
operations. The blended component unit
serves or benefits the primary government
almost exclusively. Financial information from
these units is combined with that of the primary
government. Blended component units are:

Pocahontas Parkway Association (Nonmajor
Enterprise Fund) — The Association, a private,
non-stock, nonprofit corporation was created to
develop, construct, and provide financing for
the Route 895 Connector Project (project). The
Association is a blended component unit of the
Department of Transportation (part of Primary
Government) because it is fiscally dependent
on the primary government and provides
services entirely to the benefit of the
Commonwealth. On June 29, 2006,
Transurban LLC purchased the assets of the
Association, primarily the rights and obligations
to manage, operate, maintain and collect tolls
on the Pocahontas Parkway (Route 895) for a
period of 99 years. The Association was
formally dissolved and terminated by the State
Corporation Commission on July 26, 2006.
The only transaction related to the Association
shown in the financial statements for 2007 is
the transfer of its remaining cash of $877,879
to Transurban LLC.

Virginia Public Building Authority (VPBA)
(Nonmajor Governmental Funds) - The
Authority was created as a body politic and
corporate and is fiscally independent. A
government instrumentality, the Authority
finances the acquisition and construction of
buildings for the use of the Commonwealth and
other approved purposes. The Governor
appoints the seven-member board, and the
primary government is able to impose its will
on the Authority. The Auditor of Public
Accounts audits the Authority, and a separate
report is issued from the Department of the
Treasury, Post Office Box 1879, Richmond,
Virginia 23218.
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(3) Discrete Component Units - Discretely

presented component units are reported in a
separate column in the government-wide
financial statements to emphasize that they are
legally separate from the primary government.
They are financially accountable to the primary
government, or have relationships with the
primary government such that exclusion would
cause the reporting entity's financial
statements to be misleading or incomplete.
These discrete component units serve or
benefit those outside of the primary
government.

GASB Statement No. 39 generally requires any
organization that raises and holds economic
resources for the direct benefit of the reporting
entity to be reported as a component unit, even
if the reporting entity is not financially
accountable for the organization. The entities
are included in the Commonwealth’s reporting
entity as nonprofit charitable organizations and
exist solely to support the Commonwealth’'s
higher education institutions, museums, and
the Library of Virginia. The higher education
institution nonprofit organizations are included
in the applicable higher education institution’s
column in the accompanying financial
statements. The museum foundations, and the
Library of Virginia Foundation, which are
discretely presented, are more fully described
later in this footnote. In all instances where
separate disclosure of these nonprofit
organizations is required in the accompanying
footnotes, the entities’ totals are aggregated
and disclosed as “Foundations.” Discretely
presented component units are:

Higher Education Institutions - The
Commonwealth’s higher education institutions
are granted broad corporate powers by State
statutes. The Governor appoints the members
of each institution’s Board of Trustees. In
addition to the annual appropriations to support
the institutions’ operations, the State provides
funding for, and construction of, major
academic plant facilities for the institutions.
Institutions reported Operating Appropriations
from the Primary Government of approximately
$1.79 billion and reported Program Revenue —
Capital Grants and  Contributions  of
approximately $761.5 million from the primary
government. Therefore, there is a financial
benefit/burden to the primary government. The
bonds issued to finance the construction of
these facilities are obligations of the State. The
major higher education institutions are:
University of Virginia, including the University
of Virginia Hospital and the University of
Virginia's College at Wise; Virginia Polytechnic
Institute and State University; and Virginia
Commonwealth  University, including the
Virginia Commonwealth University Health
System Authority. The nonmajor higher
education institutions are: the College of

Wiliam & Mary, including Richard Bland
College and the Virginia Institute of Marine
Science; Virginia Military Institute; Virginia
State University; Norfolk State University;
University of Mary Washington; James
Madison University; Radford University; Old
Dominion University; George Mason
University;  Virginia  Community  College
System; Christopher Newport University; and
Longwood University. The Southwest Virginia
Higher Education Center, the Roanoke Higher
Education Authority, the Institute for Advanced
Learning and Research, the Southern Virginia
Higher Education Center, and the New College
Institute are also included as nonmajor higher
education institutions. The colleges and
universites are funded through State
appropriations, tuition, Federal grants, and
private donations and grants. As previously
noted, certain Foundations are considered
component units of the higher education
institutions, and are included in the
accompanying financial statements as well as
the higher education institutions’ individually
published financial statements. The Auditor of
Public Accounts (APA) does not audit the
Roanoke Higher Education Authority, the
Institute for Advanced Learning and Research,
and the component units of the higher
education institutions, including Foundations,
but relies on the reports issued by other
auditors to render his opinion.

The APA audits the colleges and universities,
and individual reports are issued under
separate cover. Complete financial statements
for each institution may be obtained from their
respective  administrative offices. The
addresses for these institutions may be
obtained from the Virginia Department of
Accounts, 101 North 14th Street, Richmond,
Virginia 23219.

Virginia Housing Development Authority
(VHDA) (Major) — The Authority was created
as a political subdivision and instrumentality of
the Commonwealth and is granted both politic
and corporate powers by the Code of Virginia.
The Governor appoints a majority of the
Authority’s Board members and the remaining
Board members are ex-officio. The
Commonwealth may make grants to the
Authority including, but not limited to, reserve
funds, which is a potential financial
benefit/burden to the primary government. The
State is not legally obligated by the debt of the
Authority. The Authority was created in the
public interest to provide investment in and
stimulate construction of low to moderate
income housing which benefits the citizens of
the Commonwealth. The administrative offices
of the Authority are located at 601 South
Belvidere Street, Richmond, Virginia 23220.
KPMG, LLP audited the Authority, and a
separate report is available.
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Virginia Public School Authority (VPSA)
(Major) — The Authority was created as a public
body corporate, and an agency and
instrumentality of the Commonwealth to
finance capital projects of city and county
school boards. The Governor appoints the
board members, who serve at his pleasure.
Therefore, the primary government is able to
impose its will on the Authority. The Auditor of
Public Accounts audits the Authority, and a
separate report is issued from the Department
of the Treasury, Post Office Box 1879,
Richmond, Virginia 23218.

Virginia Economic Development
Partnership (VEDP) (Nonmajor) — The
Partnership was created as a body corporate
and operates to encourage, stimulate, and
support the development and expansion of
commerce in the Commonwealth. The
Governor appoints the 15-member board, and
there is a financial benefit/burden to the
primary government. The administrative offices
are located at 901 East Byrd Street, Post
Office Box 798, Richmond, Virginia 23218-
0798. The Auditor of Public Accounts audits
the Partnership, and a separate report is
issued.

Virginia Outdoors Foundation (Nonmajor) —
The Foundation was created as a body politic
and is administratively assigned to the
Department of Conservation and Recreation
(part of Primary Government) and charged with
promoting preservation through the acceptance
of donated conservation easements and
raising funds for the purchase of preservation
land. The Governor appoints the seven-
member Board of Trustees, and the primary
government can impose its will on the
Foundation. The administrative offices of the
Foundation are located at 900 South Main
Street, Blacksburg, Virginia 24060. The
Auditor of Public Accounts audits the
Foundation as part of the Department of
Conservation and Recreation and discloses its
existence in that report.

Virginia Port Authority (VPA) (Nonmajor) —
The Authority was established as a corporate
body and operates to serve the citizens and
promote commerce through the harbors and
ports of Virginia. The Governor appoints a
majority of the 12-member board, and the
primary government is able to impose its will
on the Authority. There is also a financial
benefit/burden to the primary government. The
administrative offices of the Authority are
located at 600 World Trade Center, Norfolk,
Virginia 23510. The Auditor of Public Accounts
audits the Authority, and a separate report is
issued.

Virginia  Resources  Authority (VRA)
(Nonmajor) — The Authority was created as a
statewide public body corporate political
subdivision of the Commonwealth to provide
financing of infrastructure projects for water
supply, wastewater, storm water, solid waste
treatment, airports, public safety, brownfields
remediation and redevelopment, and recycling.
The Governor appoints the 11-member board
and the Executive Director of the Authority.
The primary government is able to impose its
will on the Authority, and there is a financial
benefit/burden to the primary government. The
Commonwealth does not guarantee any bonds
issued by the Virginia Resources Authority.
The administrative offices of the Authority are
located at 1111 East Main Street, Suite 1920,
Richmond, Virginia 23219. PBGH, LLP
audited the Authority, and a separate report is
available.

Virginia Tourism Authority (Nonmajor) — The
Authority was created as a public body
corporate and as a political subdivision of the
Commonwealth. The Authority encourages,
stimulates, and promotes tourism and film
production industries of the Commonwealth.
The Governor appoints all of the board
members, and there is a financial
benefit/burden to the primary government. The
administrative offices are located at 901 East
Byrd Street, 19th Floor, Richmond, Virginia
23219. The Auditor of Public Accounts audits
the Authority, and a separate report is issued.

Virginia Tobacco Settlement Foundation
(Nonmajor) — The Foundation was created as a
body corporate and as a political subdivision of
the Commonwealth. The Foundation was
established to determine the appropriate
recipients of monies in the Virginia Tobacco
Settlement Fund and to distribute monies in
this fund for such efforts as restricting the use
of tobacco products by minors and the
enforcement of laws restricting the distribution
of tobacco products to minors. The Governor
appoints the majority of the board, and there is
a financial benefit/burden to the primary
government. The administrative offices are
located at 701 East Franklin Street, 5th Floor,
Richmond, Virginia, 23219. The Auditor of
Public Accounts audits the Foundation, and a
separate report is issued.

Tobacco Indemnification and Community
Revitalization Commission (Nonmajor) — The
Commission was created as a body corporate
and as a political subdivision of the
Commonwealth. The Commission was
established to determine the appropriate
recipients of the monies in the Tobacco
Indemnification and Community Revitalization
Fund. This fund is to provide payments to
tobacco farmers as compensation for the
adverse economic effects resulting from loss of
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investment in specialized tobacco equipment
and barns, and lost tobacco production
opportunities. It also provides monies to
revitalize tobacco dependent communities. The
Governor appoints the majority of the board,
and there is a financial benefit/burden to the
primary government. The administrative offices
are located at 701 East Franklin Street, Suite
501, Richmond, Virginia 23219. The Auditor of
Public Accounts audits the Commission, and a
separate report is issued.

Hampton Roads Sanitation District
Commission (Nonmajor) — The Commission
was established as a political subdivision of the
Commonwealth and a government
instrumentality. The Commission, which is the
governing Board of the District, was granted
corporate powers by the Code of Virginia. The
Governor appoints the Commission members,
who serve at his pleasure. Therefore, the
primary government is able to impose its will
on the Commission. The Commonwealth is not
obligated by the debt of the Commission. The
Commission was established to benefit the
inhabitants of the District and operates a
sewage system for 17 localities in the
Chesapeake Bay area. The address for the
administrative offices of the Commission is
1436 Air Rail Ave, Post Office Box 5915,
Virginia Beach, Virginia 23471. KPMG, LLP,
audited the Commission, and a separate report
is available.

Virginia Biotechnology Research
Partnership Authority (Nonmajor) — The
Authority is a legally separate, political
subdivision of the Commonwealth created by
the General Assembly to assist in the
development of a biotechnology research park.
The Governor appoints the board members of
the Authority, and there is a potential financial
benefit/burden to the primary government. The
administrative offices of the Authority are
located at 800 East Leigh Street, Richmond,
Virginia 23219. The Auditor of Public Accounts
audits the Authority, and a separate report is
issued.

Small Business Financing Authority (SBFA)
(Nonmajor) — The Virginia Small Business
Financing Act of 1984 (Chapter 28, Title 9,
Code of Virginia) established the Authority as a
public body corporate and a political
subdivision of the Commonwealth. The
Governor appoints the 11-member board, and
the primary government is able to impose its
will on the Authority. The Authority was created
to assist small businesses in the
Commonwealth in obtaining financing for new
businesses or the expansion of existing
businesses. The Authority can provide financial
assistance to small businesses by providing
loans, guarantees, insurance, and other
assistance, thereby encouraging the

investment of private capital in small
businesses in the Commonwealth. The
Authority can loan money to local governments
as defined by the Code of Virginia for
economic development purposes. The
Authority also guarantees loans made to small
businesses by banks. The administrative
offices of the Authority are located at 707 East
Main Street, Suite 300, Richmond, Virginia
23219. The Auditor of Public Accounts audits
the Authority, and a separate report is issued.

Virginia Schools for the Deaf and Blind
Foundation (Nonmajor) — The Foundation
operates as a non-private educational and
fundraising organization solely in connection
with, and exclusively for the benefit of the
Virginia School for the Deaf and Blind at
Staunton (part of Primary Government) and the
Virginia School for the Deaf, Blind and Multi-
Disabled at Hampton (part of Primary
Government), and within the jurisdiction and
management of the Virginia Board of
Education. The Foundation uses a December
31 calendar year-end. The administrative
offices of the Foundation are located at the
Virginia Department of Education, 101 North
14th Street, Richmond, Virginia, 23219. The
Auditor of Public Accounts audits the
Foundation along with the audit of the
Department of Education, and a separate
report is issued.

Science Museum of Virginia Foundation
(Nonmajor) — The Foundation is a non-stock,
non-profit corporation established to implement
and fund programs, projects, and operations
that are authorized and approved by the
Trustees of the Science Museum of Virginia
(part of Primary Government). The
administrative offices of the Foundation are
located at the Science Museum of Virginia,
2500 W. Broad Street, Richmond, Virginia
23220. Cherry, Bekaert, & Holland, LLP,
audits the Foundation, and a separate report is
issued.

Belmont Bay Science Center Foundation
(Nonmajor) — The Foundation is a non-stock,
nonprofit corporation formed under the Code of
Virginia for the purpose of implementing and
funding those programs, projects and
operations to educate the students about
science that are authorized and approved by
the Trustees of the Science Museum of
Virginia. Resources for the Foundation’s
activities are primarily provided by charitable
contributions and investment income. The
administrative offices of the Foundation are
located at 2500 West Broad Street, Richmond,
Virginia 23220. Cherry, Bekaert, & Holland,
LLP, audits the Foundation, and a separate
report is issued.

Commonwealth of Virginia 77



Danville Science Center, Inc. (Nonmajor) —
The Foundation is nonprofit corporation formed
for the purpose of implementing and funding
those programs, projects and operations which
are authorized and approved by the Trustees
of the Science Museum of Virginia. The
administrative offices of the Foundation are
located at 677 Craghead Street, Danville,
Virginia 24541. Goodman and Company, LLP,
audits the Foundation, and a separate report is
issued.

Virginia Museum of Fine Arts Foundation
(Nonmajor) — The Foundation operates as a
non-profit corporation under the laws of
Virginia to fund exhibitions, programs, and
capital asset expansion to ensure that the
Virginia Museum of Fine Arts (part of Primary
Government) has the space and resources for
art to help improve the quality of life for many.
The administrative offices of the Foundation
are located at 2800 Grove Avenue, Richmond,
Virginia 23221. KPMG, LLP, audits the
Foundation, and a separate report is issued.

A. L. Philpott Manufacturing Extension
Partnership (Nonmajor) — The Partnership has
the mission to foster economic growth by
enhancing the competitiveness of Virginia's
manufacturers. The Partnership provides
manufacturing firms with fee-based technology
consulting services, access to business
modernization resources, and support for
interfirm collaboration. Further, the Partnership
provides direct assistance to increase sales,
decrease costs, and improve quality,
productivity, and competitiveness. The
Partnership has a 23-member Board of
Trustees. The Board consists of the presidents
of two public four-year institutions of higher
education; three community college presidents;
the director of Virginia's Center for Innovative
Technology; Virginia's Secretary of Commerce
and Trade; and fifteen citizen members,
representing manufacturing industries,
appointed by the Governor. There is also a
financial benefittburden to the primary
government. The administrative office is
located at Patrick Henry Community College,
645 Patriot Avenue, Post Office Box 5311,
Martinsville, Virginia 24115. The Auditor of
Public Accounts audits the Partnership, and a
separate report is issued.

Virginia Horse Center Foundation
(Nonmajor) — Prior to February 16, 2007, the
Virginia Horse Center (Center) was operated
by the Virginia Equine Center Foundation. Due
to legislative changes, the Virginia Equine
Center Foundation was abolished, and all
assets and liabilities were transferred to the
Virginia Horse Center Foundation
(Foundation). As of February 16, 2007, the
Foundation operates the Center for the benefit
of the equine and tourism industries. The

Foundation remains a discrete component unit
of the Commonwealth due to the limited ability
of the Foundation to incur additional debt
without the Commonwealth’s approval. In
addition, the Governor appoints one member of
the Foundation’s Board of Directors, and this
member must approve any changes to the
Foundation’'s by-laws or conveyance of
property. The address for the administrative
offices of the Foundation is 487 Maury River
Road, Lexington, Virginia 24450. The
accounting firm of Raetz and Hawkins, P.C.,
audits the Foundation, and a separate report is
issued.

Certified  Nursing  Facility = Education
Initiative (Nonmajor) — The Initiative was
created as a nonprofit corporation by the Code
of Virginia to assist the Department of Medical
Assistance Services (DMAS) (part of Primary
Government). The Initiative provides early on-
site training and assistance to certified nursing
facilities to improve quality of care and life to
certified nursing facility residents. The address
for the administrative offices of the Initiative is
Post Office Box 465, Orange, Virginia 22960.
Cole & King, LLC, CPA’s audits the Initiative.
As of November 1, 2005, the Initiative ceased
operations. All residual assets were distributed
in fiscal year 2007.

Assistive Technology Loan Fund
Authority (Nonmajor) — The Authority was
created as a political subdivision and public
body corporate by the Code of Virginia. The
Governor appoints the board of directors as
directed by the Code. The Authority manages
a fund to provide loans to individuals to acquire
assistive technology, other equipment, or other
authorized purposes designed to help disabled
individuals become more independent. The
administrative offices are located at 1602
Rolling Hills Drive, Suite 107, Richmond,
Virginia 23229. The Auditor of Public Accounts
audits the Authority, and a separate report is
issued.

Virginia  National  Defense Industrial
Authority (Nonmajor) — The Authority was
created as a public body corporate and as a
political subdivision of the Commonwealth. The
Authority fosters and promotes business,
technology, transportation, education,
economic development and other efforts in
support of the mission, execution, and
transformation of the United States military and
national defense activities located in the
Commonwealth. The Governor appoints a
majority of the 16 member board, and there is
a financial benefit/burden to the primary
government. The administrative offices are
located at 901 East Byrd Street, 19th Floor,
Richmond, Virginia 23219. The Auditor of
Public Accounts audits the Authority, and a
separate report is issued.
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Virginia Coalfield Coalition  Authority
(Nonmajor) — The Authority was created as a
body corporate and as a political subdivision of
the Commonwealth. Its goals are to build a
diverse, prosperous, self-reliant and globally
competitive economy in Virginia's coalfield
region through regional cooperation. The
Governor appoints the 11-member Board as
directed by the Code of Virginia. The
administrative offices of the Authority are
located at Post Office Box 548, Lebanon,
Virginia 24266. The Authority is audited by
Bostic, Tucker and Company, P.C., and a
separate report is available.

Virginia Land Conservation Foundation
(Nonmajor) — The Foundation was created as a
body politic and corporate to serve the
Department of Conservation and Recreation
(part of Primary Government) by acquiring
interests in preservation land and providing
grants to other entities to acquire interests in
preservation land. The Governor appoints the
18-member board, and the primary
government can impose its will on the
Foundation. The administrative offices of the
Foundation are located at 203 Governor Street,
Suite 402, Richmond, Virginia 23219. The
Auditor of Public Accounts audits the
Foundation as part of the Department of
Conservation and Recreation and discloses its
existence in that report.

Virginia Arts Foundation (Nonmajor) — The
Foundation was created as a body politic and
corporate to serve the Virginia Commission for
the Arts (part of Primary Government) by
promoting the arts in the Commonwealth. The
Governor appoints the Board of Trustees for
the Virginia Commission for the Arts, which
also serves as the Board for the Virginia Arts
Foundation. = The Director of the Virginia
Commission for the Arts serves as the Board
chairman. In addition, the primary government
can impose its will on the Foundation. The
administrative offices of the Foundation are
located at 223 Governor Street, Richmond, VA
23219. The Auditor of Public Accounts audits
the Foundation as part of the Virginia
Commission for the Arts.

Library of Virginia Foundation (Nonmajor) —
The Foundation was created as a private,
nonprofit 501 (c) (3) corporation supporting the
Library of Virginia. The Foundation was
established upon receipt of a major bequest.
The articles of incorporation stipulate that the
Foundation shall at all times be operated solely
in connection with, and exclusively for the
benefit of the Virginia State Library. The
Foundation is governed by a separate Board of
Directors and promotes and supports the
Library of Virginia in all activities. The
administrative offices of the Foundation are
located at 800 East Broad Street, Richmond,

Virginia 23219. Yount, Hyde & Barbour, PC,
audits the Foundation, and a separate report is
issued.

Innovative Technology Authority (ITA)
(Nonmajor) — The Authority is granted
corporate powers by the Code of Virginia. The
Authority serves to facilitate the marketing,
organization, and development of scientific
research and technology by the State's
institutions of higher education and private
industry in the Commonwealth. The Governor
appoints the 16-member board, and there is a
financial benefittburden to the primary
government. The  Authority’'s combined
financial statements include the accounts of
the Center for Innovative Technology (CIT)
after elimination of all significant intercompany
balances and transactions. CIT is a nonstock,
not-for-profit corporation, which acts as the
operating arm of the Authority. The address for
the administrative offices of the Authority is CIT
Building, Suite 600, 2214 Rock Hill Road,
Herndon, Virginia 20170. The Auditor of Public
Accounts audits the Authority, and a separate
report is issued.

Virginia College Building Authority (VCBA)
(Nonmajor) — The Authority was created as a
public body corporate, a political subdivision,
and an agency and instrumentality of the
Commonwealth. The Governor appoints a
majority of the board and members serve at his
pleasure. Therefore, the primary government is
able to impose its will on the Authority. The
Authority finances certain capital projects and
equipment purchases of State-supported
colleges and universities. The Auditor of Public
Accounts audits the Authority, and a separate
report is issued from the Department of the
Treasury, Post Office Box 1879, Richmond,
Virginia 23218.

Only the activity of the Authority that relates to
the financing of capital projects and equipment
purchases by State-supported colleges and
universities is included in the financial
statements. The State-supported colleges and
universities reported revenue from the
Authority of $95.7 million as Program Revenue
Capital Grants and Contributions for the 21%
Century Program and $71.9 million as Program
Revenue Operating Grants and Contributions
for equipment. The Authority assists private
institutions of higher education in the financing
and refinancing of a broad range of facilities.
The Authority is authorized to issue obligations
and lend the proceeds to private institutions;
however, such financings or refinancings are
not obligations of the Primary Government nor
the Authority, but are payable solely from the
revenues pledged by the respective private
institution. This indebtedness, totaling $471.7
million, is not included in the financial
statements.
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(4) Related Organizations — Organizations for
which the primary government appoints a
majority of the Board, but is not financially
accountable, are related organizations. Related
organizations are:

Tobacco Settlement Financing
Corporation — The Corporation was created
by the Tobacco Settlement Financing
Corporation Act, Chapters 482 and 488 of the
Acts of the General Assembly of the
Commonwealth of Virginia (Commonwealth)
during the 2002 General Assembly Session.
The Corporation is a public body corporate
entity and an independent instrumentality of
the Commonwealth, managed by a six-
member board, including the State Treasurer.
The Corporation purchased all of the future
tobacco settlement revenue allocated to the
Tobacco Indemnification and Community
Revitalization =~ Commission, a  discrete
component unit of the Commonwealth. Neither
the Commonwealth’s nor the Virginia Tobacco
Settlement Foundation’s (Component Unit)
tobacco revenue was securitized. The
administrative offices of the Corporation are
located at 101 N. 14th Street, 3rd Floor P.O.
Box 1879 Richmond, Virginia 23218-1879.
PBGH, LLP audited the Authority, and a
separate report is available.

Virginia Recreational Facilities Authority —
The Authority was created as a political
subdivision and instrumentality of the
Commonwealth and given separate corporate
powers by the Code of Virginia. The Governor
appoints the 13-member board of directors.
The Authority operates educational programs,
tourism, and commerce in the Roanoke Valley.
The address for the administrative offices of
the Authority is 3900 Rutrough Road,
Roanoke, Virginia 24014. Foti, Flynn, Lowen
and Company audited the Authority, and a
separate report is available.

Jamestown-Yorktown Educational Trust —
The Trust was created as a nonprofit
corporation by the Code of Virginia to assist
the Jamestown-Yorktown Foundation
(Foundation). The Trust Board consists of six
members selected from the Foundation's
Board of Trustees. Several Commonwealth
officials serve as ex-officio members of the
Foundation's Board, and the Governor
appoints twelve members. The Trust operates
the Jamestown Settlement and Yorktown
Victory Centers' gift shops and café, oversees
investments, and sponsors events. The
address for the administrative offices of the
Trust is Post Office Box 3605, Williamsburg,
Virginia 23187. Goodman and Company, LLP,
audited the Trust, and a separate report is
available.

Virginia Birth-Related Neurological Injury
Compensation Program — The Program was
created to provide a no-fault alternative for
birth-related  neurological  injuries.  The
Governor appoints the 7-member board. The
administrative offices of the Program are
located at 9100 Arboretum Parkway Suite 365,
Richmond, Virginia 23236. Cherry, Bekaert, &
Holland, LLP, audited the Program, and a
separate report is available.

Chesapeake Bay Bridge and Tunnel
Commission — The Commission was created
to establish policy and administer operations of
the Chesapeake Bay Bridge Tunnel District.
Any of the 11 members of the Commission
appointed or reappointed on or after July 1,
1998, shall be appointed by the Governor,
subject to confirmation by each house of the
General Assembly. The administrative offices
of the Commission are located at Post Office
Box 111, 32386 Lankford Highway, Cape
Charles, Virginia 23310. KPMG, LLP, audited
the Commission, and a separate report is
available.

Government-wide and Fund Financial
Statements

The government-wide financial statements, the
Statement of Net Assets and the Statement of
Activities, report information on all nonfiduciary
activities of the primary government and component
units. For the most part, the effect of interfund
activity has been removed from these statements.
Governmental activities, which are normally
supported by taxes and intergovernmental
revenues, are reported separately from business-
type activities, which rely to a significant extent on
fees and charges for support. Also, the primary
government activity is reported separately from the
legally separate component units for which the
Commonwealth is financially accountable.

The Statement of Activities demonstrates the
degree to which direct expenses of a specific
function or segment are offset by program
revenues. Direct expenses are those that are
clearly identifiable with a specific function, segment,
or component unit. In addition, to the extent that
indirect costs are allocated to the various functions,
the program expenses will include both direct and
indirect costs. Program revenues include charges
to customers who purchase, use, or directly benefit
from goods or services provided by a given
function, segment, or component unit, as well as
investment income generated by operations.
Program revenues also include grants and
contributions that are restricted to meeting the
operational or capital requirements of a particular
function, segment, or component unit. Taxes and
other items properly excluded from program
revenues are reported as general revenues.
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Net assets are restricted when constraints are
placed on them that are imposed by external
parties or constitutional provisions. Designations
solely imposed by the Commonwealth’s
management are not presented as restricted net
assets. When both restricted and unrestricted
resources are available for use, the
Commonwealth’s policy is to use the restricted
resources first. Some institutions of higher
education may follow a different policy.

Separate financial statements are provided for
governmental funds, proprietary funds, fiduciary
funds, and component units. However, fiduciary
funds are not included in the government-wide
statements. Major governmental funds, enterprise
funds, and component units are reported as
separate columns in the fund financial statements,
with nonmajor funds being aggregated into a single
column.

Measurement Focus, Basis of Accounting, and
Financial Statement Presentation

Government-wide Financial Statements — The
government-wide financial statements are reported
using the economic resources measurement focus
and the full accrual basis of accounting. Revenues
are recorded when earned and expenses are
recognized when a liability is incurred, regardless of
the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all
eligibility requirements imposed by the provider
have been met.

Governmental Fund Financial Statements — The
governmental fund financial statements are
reported using the current financial resources
measurement focus and the modified accrual basis
of accounting. Revenues are recognized as soon
as they are both measurable and available.
Revenues are considered to be available when they
are collectible within the current period or soon
enough thereafter to pay liabilities of the current
period. For this purpose, the Primary Government
considers revenues to be available if they are
collected within 60 days of the end of the current
fiscal year (or one year for Medicaid). Significant
revenues subject to accrual include Federal grants
and income and sales taxes. Income tax revenues
for tax underpayments are only recognized to the
extent of the Primary Government’'s estimated
refunds for tax overpayments received. Revenues
that the Primary Government earns by incurring
obligations are recognized in the same period as
when the obligations are recognized.

Expenditures generally are recorded when a liability
is incurred, as under full accrual accounting.
However, expenditures related to debt service,
compensated absences, and claims and judgments
are recorded only when the payment is due.

The Primary Government reports the following
major governmental funds:

General Fund — Acco